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Patent Protection for New Ways to do Business
and the Effect on Financial Institutions

I. INTRODUCTION
This Note addresses the holding of State Street Bank &
Trust Co. v. Signature Financial Group, Inc.' This case significantly
affects the financial industry, because of its reliance on software
applications in conducting business. For instance, software applications are useful in managing accounts and investment funds.
Before the State Street decision, organizations within an industry
that used similar or equivalent software programs were confident that they could successfully defend a claim of patent infringement. After the State Street holding, organizations can no
longer rely on that assumption. Financial institutions will likely
need to protect themselves, their business practices, and their applications from competitors by patenting these practices and applications as both quickly and with great frequency.
In State Street, the court held that methods for doing business are patentable so long as they result in a "useful, tangible,
and concrete result."2 The court changed established patent law
by holding that business methods are patentable and that the
presence of mathematical algorithms, which form the foundation
of software applications, in a patent claim does not itself render
the claim unpatentable.3 This Note examines the case history
leading up to State Street, which dearly shows that there is an

1. See State Street Bank & Trust Co. v. Signature Fin. Group, Inc., 149 F.3d 1368,
1374-77, (Fed.Cir.1998), cert. denied, 119 S.Ct. 851, (1999).

2. Id. at 1375.
3. See State Street, 149 F.3d at 1377. Amazon.com and Priceline.com have
taken advantage of this holding by patenting their business methods. See Glen B.
Choi, Patents Offer Real Value to Businesses in Cyberspace, 3 No. 7 CYBERSPACE LAW 5
(1998).
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evolutionary process at work in this area of the law. An analysis
of the State Street decision itself follows. Also discussed, is a subsequent case addressing the same issues and arriving at the same
conclusions as the decision in State Street. Further consideration
will be given to the questions left unanswered. Finally, this Note
makes suggestions for companies that anticipate or desire to prevent litigation.
I. STATEMENT OF THE CASE

State Street Bank & Trust Co. (State Street) and Signature
Financial Services, Inc. (Signature) are financial instittitions that
manage clients' investments in the form of mutual funds. Signature developed a system for managing mutual funds identified as
the "Data Processing System for Hub and Spoke Financial Services Configuration." 4 This system achieves economies of scale
by pooling common expenses inherent in fund management, allowing for tax advantages. 5 The tax advantages are attained by
pooling the assets of the funds in a single portfolio, so that the
funds will be treated as a partnership under federal income tax
4. See U.S. Patent No. 5,193,056 (quoting from the patent abstract viewable
from the IntellectualProperh Network web site (visited Sep. 26,1999)
(<http://www.patents.ibm.com/details?pn=US05193056__>) (quoting from the
abstract of U.S. Patent No. 5,193,056).
A data processing system is provided for monitoring and recording the information flow and data, and making all calculations,
necessary for maintaining a partnership portfolio and partner fund
(Hub and Spoke) financial services configuration. In particular, the
data processing system makes a daily allocation of assets of two or
more funds (Spokes) that are invested in a portfolio (Hub). The
data processing system determines the percentage share (allocation
ratio) that each fund has in the portfolio, while taking into consideration daily changes both in the value of the portfolio's investment
securities and in the amount of each fund's assets. The system also
calculates each fund's total investments based on the concept of a
book capital account, which enables determination of a true asset
value of each fund and accurate calculation of allocation ratios between the funds. The data processing system also tracks all the
relevant data, determined on a daily basis for the portfolio and each
fund, so that aggregate year-end data can be determined for accounting and for tax purposes for the portfolio and for each fund.
5. See id.
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law. Signature obtained U.S. Patent Number 5,193,056 (hereinaf6
ter referred to as the '056 patent) for this system.
The Federal Circuit held that Signature's patent met the
requirements of statutory subject matter under section 101 of the
Patent Act.7 The court dismissed two previously recognized
grounds for invalidating patents.8 These grounds were: (1) that
patents containing mathematical algorithms are unpatentable because they signify abstract ideas9 , and (2) that methods for doing
business are unpatentable. 10 In reaching its decision, the court
focused on Congress' intent and read section 101 literally, leading
to a broad interpretation. 1 The court also noted that methods of
12
doing business "should be treated like any other process claim."
Thus, it is no longer relevant whether the subject matter of a patent is a business method or something else.
Ill. BACKGROUND LAW

Article I of the U.S. Constitution grants Congress the
power to award patents. 3 Pursuant to this constitutional grant
of power, Congress enacted Title 35 (the Patent Act) outlining the

6. See id.

7. See State Street, 149 F.3d at 1370. See also 35 U.S.C. § 101 (1994).
8. See id. at 1372.

9. See Diamond v. Diehr, 450 U.S. 175 passim (1981); Parker v. Flook, 437 U.S.
584 (1978); Gottschalk v. Benson, 409 U.S. 63 (1972) (stating that an abstract idea is
similar to a natural law in that there is a discovery rather than an invention).
10. See In re Schrader, 22 F.3d 290 (Fed. Cir. 1994), Hotel Security Checking
Co. v. Lorraine Co., 160 F. 467 (2d Cir. 1908), In re Patton, 127 F.2d 324, 327
(C.C.P.A. 1942).
11. See State Street, 149 F.3d at 1373. Section 101 uses the word "any" to describe patentable processes, machines, manufactures, or compositions of matter.
The court focused on Congress' use of the word "any" and on the restrictions specifically recited in section 101 to find that it is improper to read limitations into the
statute that Congress did not intend. See id.
12. State Street, 149 F.3d 1368, 1377 (Fed. Cir. 1998) (stating that "[c]laims
should not be categorized as methods of doing business. Instead such claims
should be treated like any other process claims.").
13. See U.S. CoNST. art. I, § 8, cl. 17 (conferring upon the legislature the power,
"[t]o promote the progress of science and useful arts, by securing for limited times
to authors and inventors the exclusive right to their respective writings and discoveries").
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rights and obligations of those seeking patents. 14 Section 101 of
the Act states that inventions are patentable for "process[es], machine[s], manufacture, and composition[s] of matter." 15 Section
102 states that an invention must be novel to be patentable. 16 Section 103 of the Act states that the patentable subject matter must
not be obvious. 7 Also, patents are only given if inventions meet
certain requirements of specification. 8 If patent protection is
granted, the author or inventor of the patent is given protection
for twenty years from the time of filing.19 The courts also have
added a restriction that "laws of nature, natural phenomena, and
abstract ideas" are not patentable. 20
One of the earliest cases that dealt with the issue of novelty was Munson v. City of New York. 21 In Munson, the United

States Supreme Court reversed the Federal Circuit Court's decision to validate a patent for a system of "new and useful improvements in preserving, filing, and canceling bonds, coupons,
certificates of stock, [etc]." 22 The Court stated that even if the invention fell within patentable subject matter, upon which no
opinion was expressed, then it still failed the requirement of novelty.23 This is because there had been previous knowledge of the
subject.24 The greatest difference between Munson and State
14. See 35 U.S.C. § 101 (1994).
15. 35 U.S.C. § 101 (1994). "Whoever invents or discovers any new and useful
process, machine, manufacture, or composition of matter, or any new and useful
improvement thereof, may obtain a patent therefore, subject to the conditions and
requirements of this title." Id.
16. See 35 U.S.C. § 102 (1994).
17. See 35 U.S.C. § 103 (1994).
18. See 35 U.S.C. § 112 (1994). See also AT&T Corp. v. Excel Communications, Inc., 52 USPQ 2d 1865, 1999 WL 1050064, at *5 (D.Del. 1999). "The
specification [must] contain a written description of the invention which
must be clear and complete enough to enable those of ordinary skill in the
art to make and use it.' Id.
19. See 35 U.S.C. § 154 (1994).

20. Diamond v. Diehr, 450 U.S. 175,185 (1981).
21. 124 U.S. 601 (1888).

22. Id. at 601.
23. See id. See also 35 U.S.C. § 102. For example, a patent application will fail
the test for novelty if the claimed invention was known by others in this country, or
patented or published in a foreign country. 35 U.S.C. § 102.
24. See Munson, 124 U.S. at 623-624. (revealing that an earlier scheme used
books, but the books had no place for bonds and the coupons were placed in accor-
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Street is the degree of technology involved. In Munson, the claim
at issue involved a method of bookkeeping that was virtually devoid of technology - attaching coupons to sheets, numbering the
pages consecutively, and having each page correspond in size to
the attached coupon. Today, courts are mote likely to uphold a
patent if it is technology intensive.
In Gottschalkv. Benson, the Court invalidated a patent for a
method for binary-coded decimal numbers used for digital computers.25 The Court Concluded that if the essential component of
the process consists of human mental participation, then it is not
patentable. 26 This opinion gave a great deal of weight to a legislative solution.27 The Court noted that this case raised "considerable problems . . . which only committees of Congress can
manage, for broad powers of investigation are needed, including
hearings which canvas the wide variety of views which those operating in this field entertain." 28
In the late 1970's and early 1980's, the Court developed a
test from three cases that dealt with the issue of business methods 29 called the "Freeman-Walter-Abele" test.30 The court in State
Street, described the test in this manner:
First, the claim is analyzed to determine whether a
mathematical algorithm is directly or indirectly recited. Next, if a mathematical algorithm is found,
the claim as a whole is further analyzed to determine whether the algorithm is 'applied in any manner to physical elements or process steps,' and, if it
is, it 'passes muster under § 101.'31

dance with their dates of payment instead of with the bonds to which they belonged).
25. See Gottschalk v. Benson, 409 U.S. 63 (1972).
26. See id. at 67-68.
27. See id. at 73.
28. Id.
29. See In re Freeman, 573 F.2d 1237 (CCPA 1978); In re Walter, 618 F.2d
758,(CCPA 1980); In re Abele, 684 F.2d 902 (CCPA 1982).
30. See State Street Bank & Trust Co. v. Signature Fin. Group, Inc., 149 F.3d
1368,1373-74 (Fed.Cir.1998).
31. Id. at 1374 (quoting In re Pardo, 684 F2d. 912,915 (CCPA 1982)).
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In Freeman, the patent at issue involved a "system for typesetting alphanumeric information, using [a] computer-based control system in conjunction with [a] phototypesetter of
conventional design." 32 The Court of Customs and Patent Appeals upheld the validity of the patent after finding that the
33
method claims in question were not mathematical calculations.
Such a finding would have invalidated the patent under the
mathematical algorithm exception. On the contrary, the court
found that the method claims "merely define a new, useful, and
unobvious process for operating a computer display system." 34
The patent being considered in Walter involved a system
used in seismic prospecting and surveying.35 The Court of Customs and Patent Appeals began with the premise that the patent
should be viewed as a mathematical-related invention instead of
a computer-related invention.36 Also, the court stated that the
word "algorithm" should be taken to mean "methods of calculation, mathematical formulas, and mathematical procedures generally." 37 In so doing, the court dismissed the position of the
Patent and Trademark Office, which thought the word "algorithm" should not be restricted to mathematical algorithms but
rather should "extend to the general meaning of the word which
38
connotes a step-by-step procedure to arrive at a given result."
With this in mind, the court held that because the patent claims
involved a mathematical algorithm itself and did not merge with
other patentable subject matter, the claims ought to be held not
within the statute. 39 According to Walter, so long as the claim,
absent the algorithm, is patentable subject matter, it falls under
40
statutory subject matter when the algorithm is included.

32. In re Freeman, 573 F.2d at 1237.
33. See id. at 1246-1247.
34. Id. at 1246.

35. See In re Walter, 618 F.2d 758,760 (CCPA 1980).
36. See id. at 764.
37. Id. at 765 n. 4..
38. Id. (citing Diamond v. Bradley, 445 U.S. 926 (1980)).
39. See id. at 769. (stating that "[tihe calculations are the beginning and end of
the claims").
40. See In re Abele, 684 F.2d 902, 907 (CCPA 1982) (analyzing the decision in
Walter).
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The last case used in the formulation of the test is In re
Abele. 41 The Court of Customs and Patent Appeals in Abele again
focused on the application of the patent claim.42 In addressing
this issue, the court asked, "[w]hat did [the] applicants invent? If
the claimed invention is a mathematical algorithm, it is improper
subject matter for patent protection, whereas if the claimed invention is an application of the algorithm, § 101 will not bar the
grant of a patent." 43 This is further evidence that the court
viewed mathematical algorithms alone to be merely natural phenomena or abstract ideas, and thus not patentable subject matter.
The In re Alappat44 decision essentially did away with the
physicality requirement 45 established in the Freeman-Walter-Abele
test.46 The Federal Circuit accomplished this by holding that
when computer software is run on a general-purpose computer,
it becomes a physical apparatus.47 Therefore, computer software
run in such a manner is patentable subject matter. This inquiry is
one of ultimate issue rather than one of physical limitations as
used in the Freeman-Walter-Abele test.48 The examination was
simply whether the sum total of the claims constituted merely an
abstract idea in the form of an unapplied mathematical concept,
or whether the concept was applied in a manner that provided
for a useful result.49

41. See id.
42. See id.

43. Id.
44. See In re Alappat, 33 F.3d 1526 (Fed. Cir. 1994).
45. See Lawrence Kass, Computer Software Patentabilityand the Role of MeansPlus-FunctionFormatin Computer Software Claims, 15 PACE L. REv. 787 (1995).

In Benson, Flook, and Diehr, the Supreme Court had required mathematical algorithm-containing processes to cause some physical transformation, explaining that a process is statutory only if it "either be tied to a
particular machine or apparatus or... [operates] to change articles or materials to a 'different state or thing."' Id. (citing Benson, 409 U.S. at 71).
46. See Ernest D. Buff, David M. Fortunato & Leslie Gladstone Restaino, Protection and Exploitation of FinancialServices Software, 153 NJ.LJ. 1252 (1998).
47. See In re Alappat, 33 F.3d at 1541.
48. See AT&T Corp. v. Excel Communications, Inc., 172 F.3d 1352, (1999). cert.
denied 120 S. Ct. 368 (1999).
49. See In re Alappat, 33 F.3d at 1537. The end result in Alappat was a smooth
waveform display that could be used in display monitors. See id.
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IV. ANALYSIS OF STATE STREET
At trial, the district court ruled that Signature's patent was
not statutory subject matter and thus was not patentable.50 The
court erred within the scope of its analysis when it found that the
5
patent claims were directed to a process and not a machine. '
The Patent Act defines a process as, "[a] process, art or method,
and includes a new use of a known process, machine, manufacture, composition of matter, or material."5 2 Under the view that
the claims were directed towards a process, the court found that
the "means" clauses simply represented steps in that process.5 3
The Federal Circuit found that the claims were directed to
a machine and not a process5 4 The machine at which the claims
were directed is that of a personal computer including a Central
Processor Unit (CPU). The court added that "means clauses may
only be reasonably viewed as process claims if there is no supporting structure in the written description that corresponds to
the claimed means elements." 5 The court clarified this finding
by stating that it is of little relevance whether the claim is directed to a machine or a process, 5 6 because both are patentable
subject matter under section 101.57
Next, the decision addressed the business method and
mathematical algorithm exceptions relied upon by the District
Court. In contemplating the validity of these exceptions, the
court focused on the Congressional intent behind section 101.58 A
previous decision held that Congress intended section 101 to in-

50. See State Street Bank & Trust Co. v. Signature Fin. Group, Inc., 149 F.3d
1368 (Fed.Cir.1998).
51. See id. at 1371.

52. 35 U.S.C. § 100 (1994).
53.
54.
55.
56.
57.

See State Street, 149 F.3d at 1371.
See id.
Id. (citing In re Alappat, 33 F.3d 1526,1540-41 (Fed.Cir. 1994).
See id. at 1372.
See id.

58. See id. at 1373.
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clude "anything under the sun that is made by man." 59 Taking
this into account, the court found that it is erroneous to read limitations into the statute that Congress clearly did not intend.
The three categories of subject matter that Congress did not
intend to be patentable are "laws of nature, natural phenomena,
and abstract ideas." 60 Previous decisions have invalidated patent
claims that incorporate mathematical algorithms on the theory
that they merely represent one or all of these categories of excluded subject matter.61 This reasoning, however, is somewhat
flawed. The court agreed that claims representing mathematical
algorithms, and nothing more, are invalid to the extent that they
simply represent abstract ideas. 62 On the other hand, when the
algorithm is applied to a practical application that results in a
useful, concrete, and tangible result, the claim meets the requirements of section 101.63 Therefore, it is helpful to look at the
results that are achieved by the algorithm. If the result of the application is useful, then it likely is patentable. 64
The next issue must necessarily be, "what constitutes a useful, concrete, and tangible result?" Clearly, an application of an
algorithm that results in the display of the condition of a person's
heart is a useful, concrete, and tangible result.65 Would application of a mathematical algorithm that results in additional numbers constitute a useful, concrete, and tangible result? The State
Street Court answered this question affirmatively by stating:

59. Id. at 1373 (quoting Diamond v. Chakrabarty, 447 U.S. 303, 309 (1980)).
60. Id. (quoting Diamond v. Diehr, 450 U.S. 175,185 (1981)).
61. See Diamond v. Diehr, 450 U.S. 175 passim (1981); Parker v. Flook, 437 U.S.
584 (1978); Gottschalk v. Benson, 409 U.S. 63 (1972) (stating that an abstract idea is
similar to a natural law in that there is a discovery rather than an invention).
62. See State Street, 149 F.3d at 1373.
63. See id.
64. See id.
65. See Arrhythmia Research Technology Inc. v. Corazonix Corp., 958 F.2d
1053 22 USPQ2d 1033 (Fed.Cir.1992).

530
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Today, we hold that the transformation of data, representing discrete dollar amounts, by a machine
through a series of mathematical calculations into a
final share price, constitutes a practical application
of a mathematical algorithm, formula, or calculation, because it produces 'a useful, concrete and
tangible result' - a final share price momentarily
fixed for recording and reporting purposes and
even accepted and relied upon by regulatory au66
thorities and in subsequent trades.
Addressing the Freeman-Walter-Abele test, the court concluded that the test is no longer useful in determining the presence of statutory subject matter.67 The court reasoned that the
presence of a law of nature, natural phenomena, or abstract idea
in a patent claim does not render the claim improper. 68 The claim
should be viewed in its entirety to determine whether the function is one that the statute is designed to protect. 69 The court implied that the statute is designed to protect all functions that
produce a useful, concrete, and tangible result so long as the
function comports with the remaining requirements of the Patent
Act, which are that the claim is novel, not obvious, and meets
specificity requirements."
After dismantling the Freeman-Walter-Abele test, the
71
State Street court overruled the business method exception.
The business method exception was a judicially created decree
that invalidated applications for patents that sought protection
for new methods of doing business. 72 There is nothing in sec-

66. State Street, 149 F.3d at 1373.
67. See id. at 1374.
68. See id.
69. See id. at 1374 n.6 (stating that the patent laws are designed to protect processes that "transform or reduc[e] an article to a different state or thing").
70. See 35 U.S.C. §§ 102,103,112 (1994).
71. See State Street,149 F.3d at 1374.
72. Although most of the patents could be invalidated on other grounds,
courts had been continuing to give credence to this ill-conceived notion. See generally In re Howard, 394 F.2d 869 (CCPA 1968); Berardini v. Tocci, 190 F. 329
(C.C.S.D.N.Y. 1911); In re Wait, 73 F.2d 982 (CCPA 1934).
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tion 101 that directs courts to treat business methods differently. The court pronounced, however, "[s]ince the 1952 Patent Act, business methods have been, and should have been,
subject to the same legal requirements for patentability as applied to any other process or method." 73 It should not matter
that the method or process does business as opposed to something else.
V. APPLICATION OF STATE STREET IN A SUBSEQUENT DECISION

The same court revisited many of the same issues present
in State Street when it decided AT&T Corp. v. Excel Communications, Inc.74 AT&T held a patent "relating to [the] method of indicating telephone call recipient's primary interexchange carrier
(PIC) as data field in standard message record." 75 The court
ruled in favor of AT&T and held that the patent's method claims
fell within the scope of patentable subject matter. 76 In analyzing
this case, the court began with section 101. It took the same approach as it did in State Street by noting Congress' intent that
statutory subject matter "include anything under the sun made
by man." 77 "[L]aws of nature, natural phenomena, and abstract
ideas" of course limit this statement. 78
As was the case in State Street, AT&T's patent claim involved the use of a mathematical algorithm. The Court in AT&T
restated the fact that, "[a] mathematical formula alone.. .is considered unpatentable subject matter." 79 The decision in State
Street, recognized that the broad sense of the term "algorithm,"
encompasses almost every step-by-step process. 80 Therefore, the

73. Id. at 1375.
74. See AT&T Corp. v. Excel Communications, Inc., 172 F.3d 1352, 50
U.S.P.Q.2d 1447 (1999). cert. denied 120 S. Ct. 368 (1999).
75. Id. at 1352.
76. See id.
77. Id. at 1355 (quoting Diamond v. Chakrabarty, 447 U.S. 303, 309 (1980)).
78. Id. (citing Diamond v. Diehr, 450 U.S. 175,185 (1981)).
79. Id. at 1356.
80. See State Street Bank & Trust Co. v. Signature Fin. Group, Inc., 149 F.3d
1368, 1374-75 (Fed.Cir.1998) (noting that any electronic, mechanical, or chemical
process involves an algorithm).
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decree that mathematical algorithms are unpatentable must be
"narrowly limited to mathematical algorithms in the abstract." 81
The court followed its decision in State Street by finding that
while an algorithm by itself is not patentable, the application of
an algorithm that results in a new and useful result is not excluded by section 101.82 Patent protection is not granted solely
for algorithms because, unless used in an application, they represent nothing more than abstract ideas.8 3 In explaining itself, the
court went on to say that, "[u]npatentable mathematical algorithms are identifiable by showing they are merely abstract ideas
constituting disembodied concepts or truths that are not 'useful'.
... [T]o be patentable an algorithm must be applied in a 'useful'
way... [by] produc[ing] 'a useful, concrete and tangible result..
.

.1"84

The court also restated its earlier holding that, with respect

to § 101 analysis, it is of no relevance whether the patent claim is
for a machine or process. 85
The court upheld AT&T's patent despite the fact that the
product was essentially numerical. This accords with State Street.
In State Street, the useful result that the patent accomplished was
"expressed in numbers such as price, profit, percentage, cost, or
loss."86 This line of thinking was first established in Arrhythmia
Research Technology, Inc. v. Corazonix Corp.87 There, the court
stated, "[t]hat the product is numerical is not a criterion of
whether the claim is directed to statutory subject matter." 88 The
court in Arrhythmia; however, clarified this statement to some extent by adding that the "process was applied to produce a number which had specific meaning-a useful, concrete, tangible
result-not a mathematical abstraction."8 9
Before State Street and AT&T, many worried that the

81.
82.
83.
84.
85.
86.
87.
88.
89.

AT&T Corp. v. Excel Communications, Inc., 172 F.3d 1352,1356 (1999).
See id. at 1357.
See id.
State Street, 149 F.3d at 1373.
See AT&T, 172 F.3d at 1358.
State Street, 149 F.3d at 1375.
958 F.2d 1053.
Id. at 1060.
Id.
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broad definition of "algorithm" could be used to render any
process unpatentable. 90 These concerns can be dismissed under
the current test. The test is not whether an algorithm, mathematical or otherwise, is present but rather whether the invention
containing the algorithm is utilized in such a manner as to produce a useful result.91 Thus, "the ultimate validity of these claims
depends upon their satisfying the other requirements for patentability such as those set forth in sections 102, 103, and 112."92
VI. QUESTIONS LEFT UNANSWERED BY STATE

STREET

While State Street addressed many concerns regarding the
patent process and changes in technology, it also leaves open two
questions that will ultimately determine the validity of patents.
These remaining questions are: (1) Does the '056 patent satisfy
the requirements of sections 102, 103, and 112; and (2) In order
for a software patent claim to satisfy statutory requirements, does
a software program have to be tied to a machine?
A.

Analysis of§§ 102, 103, and 112
Section 102 of the Patent Act requires patents to be novel. 93

90. State Street, 149 F.3d at 1374-75. In its strictest meaning, the term algo-

rithm may be used to define any step-by-step process, be it electronic, chemical, or
mechanical. See id.
91. See AT&T Corp. v. Excel Communications, Inc., 172 F.3d 1352,1361 (1999).
92. Id. at 1361. Upon remand, the U.S. District Court in Delaware held
AT&T's patent invalid because it was obvious. See AT&T, 1999 WL 1050064 at *5
(D.Del 1999).
93. See 35 U.S.C. § 102 (1994). This section provides that:
(a) A person shall be entitled to a patent unless(b) the invention was known or used by others in this country, or
patented or described in a printed publication in this or a foreign
country, before the invention thereof by the applicant for patent, or
the invention was patented or described in a printed publication in
this or a foreign country or in public use or on sale in this country,
more than one year prior to the date of the application for patent in
the United States, or
(c) he has abandoned the invention, or
(d) the invention was first patented or caused to be patented, or
was the subject of an inventor's certificate, by the applicant or his

534
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Section 103 requires the invention to be non-obvious. 94 Essentially, section 103 states that if there had been prior art relating to
the invention for which a patent is sought, the invention is unpatentable if it would have been obvious to a person of ordinary
skill within that art.95 Additionally, section 112 requires the invention to be specifically defined. 96 This requirement can be easfly met by defining the invention with clarity and exactness.
The court did not address these issues because the parties
did not raise them. Also, no transcript appears upon remand,
which lends support to the notion that the parties felt that there
remained no further issues to litigate once the section 101 issue
had been determined. As a result, there may be basis for the assumption that the '056 patent and other similar software patents
97
meet the requirements of sections 102, 103, and 112.
legal representatives or assigns in a foreign country prior to the
date of the application for patent in this country on an application
for patent or inventor's certificate filed more than twelve months
before the filing of the application in the United States, or
(e) the invention was described in a patent granted on an application for patent by another filed in the United States before the invention thereof by the applicant for patent, or on an international
application by another who has fulfilled the requirements of paragraphs (1), (2), and (4) of section 371(c) of this title before the invention thereof by the applicant for patent, or
(f) he did not himself invent the subject matter sought to be patented, or
(g) before the applicant's invention thereof the invention was made
in this country by another who had not abandoned, suppressed, or
concealed it. In determining priority of invention there shall be
considered not only the respective dates of conception and reduction to practice of the invention, but also the reasonable diligence of
one who was first to conceive and last to reduce to practice, from a
time prior to conception by the other.
Id.
94. See 35 U.S.C. § 103 (1994). This section provides:
A patent may not be obtained though the invention is not identically disclosed or described ... if the differences between the subject
matter sought to be patented and the prior art are such that the subject matter as a whole would have been obvious at the time the invention was made to a person having ordinary skill in the art to
which said subject matter pertains.
Id. See also Pfaff v. Wells Electronics, Inc., 525 U.S. 55, 119 S.Ct. 304 (1998)
(holding a patent invalid under 35 U.S.C. § 102(b)).
95. See 35 U.S.C. § 103 (1994).
96. See id. at § 112.
97. Remember that after further litigation in AT&T, the court held the dis-
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The Possibility That Software Inventions Must Be Coupled With
A Machine

The court did not address the issue of whether patentable
business methods must be attached to a machine in either State
Street or AT&T. 98 Some commentators have expressed concerns
that this may be necessary, while others believe that it is not.99 A
literal interpretation of these decisions supports the conclusion
that application of a business method to a machine is not necessary.
The court noted that Congress intended section 101 to extend to "anything under the sun that is made by man."100 It is
therefore improper to read limitations into section 101 because it
is clear that Congress did not intend such limitations.101 A limitation that all, or some, process claims must be attached to a machine to be patentable would be such a limitation. As noted by
the court in State Street, a business method is to be treated no differently than any other method and the fact that it does business
instead of something else is of no importance. 102 Therefore, it
would be incorrect to treat business methods as requiring attachment to a machine, but not requiring this of other process
claims.
The court states that a process claim which incorporates
unpatentable subject matter such as a mathematical algorithm,
abstract idea, law of nature, or natural phenomena is not barred
by section 101 so long as the claim as a whole produces a useful

puted patent invalid after considering sections 102, 103, and 112. See AT&T Corp.
v. Excel Communications, Inc., 172 F.3d 1352,1361 (1999).
98. See State Street Bank & Trust Co. v. Signature Fin. Group, Inc., 149 F3d.
1368 (Fed. Cir. 1999). See also AT&T Corp. v. Excel Communications, Inc., 172 F3d.
1352 (Fed. Cir. 1999).
99. See John T. Aquino, Patently Permissive, 85 A.B.A. J. 30 (1999) (discussing
with patent lawyers "whether a patent requires physical transfer of an idea to a
machine").
100. State Street, 149 F.3d at 1373 (quoting from S.Rep. No. 82-1979 at 5 (1952);
H.R.Rep. No. 82-1923 at 6 (1952)).
101. See id.
102. See id. at 1377.
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result.10 3 Of course, such useful results must be arrived at by ap-

plication of the unpatentable subject matter to patentable subject
matter, but there is no requirement that this patentable subject
matter be a machine. In fact, a process is defined as, "[a] process,
art or method, and includes a new use of a known process, machine, manufacture, composition of matter, or material." 1' 4 Nowhere in this definition is it said that a process must be applied
to a machine. 10 5 It does not stand to reason that Congress would
provide the courts with a definition for a process, but leave out
the fact that such processes are invalid as patents unless there is
an application to a machine.
The court's rejection of the Freeman-Walter-Abele test further supported the view that application to a machine was not
necessary.10 6 After searching for the presence of a mathematical
algorithm, the second step of the test - to be used if a mathematical algorithm is found - was to determine if the mathematical algorithm was applied to physical elements or process steps. 07 In
rejecting this test, the court replaced it with another test. 08 The
new test asks whether the algorithm is applied in a useful way. 109
Requiring that the algorithm be applied to a machine, would in
effect uphold the Freeman-Walter-Abele test.110 A test that requires
the algorithm to be applied to machine is equivalent to the second part of the Freeman-Walter-Abeletest, which demands that the
algorithm be applied to physical elements or process steps."'
The court also states that a mathematical formula satisfies
the requirements of section 101 when, considered as a whole, it is
"performing a function which the patent laws were designed to

103. See AT&T, 172 F3d. at 1361.
104.35 U.S.C. § 100 (1994).
105. See id. at § 100.
106. See State Street,149 F3d. at 1374-1375.
107. See id.
108. See id.
109. See id at 1375.
110. See In re Freeman, 573 F.2d 1237 (CCPA 1978); In re Walter, 618 F.2d
758,(CCPA 1980); In re Abele, 684 F.2d 902 (CCPA 1982).
111. See State Street, 149 F3d. at 1373-1374.
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protect."" 2 If the claim is to be considered as a whole, then importance cannot be conferred upon the claim's many parts.
Therefore, this principle would not be treated correctly if the patent claim could be invalidated because of the method of application between the parts of a claim.
The '056 patent was tied to a computer, and therefore, the
court held that the claim stated a machine. 113 This being the case,
the court did not directly address the issue of whether a business
method or a software program must be tied to a machine in order
to pass muster under section 101. If possible, companies should
try to apply their business methods and software programs to
personal computers. Given the state of today's technology, this
should not be a difficult task to accomplish and will provide
some insurance in obtaining the patent. It is not likely that this
issue will arise in the context of software programs because they
are useless unless applied to a computer.
VII. STATE STREET'S EFFECT ON FINANCIAL INSTITUTIONS

In today's market, businesses continually rely on software
applications to increase the effectiveness of all facets of their operations. 1 4 Financial institutions should protect themselves and
their business practices and applications from competitors by
patenting these practices and applications as soon as possible and
with great frequency. 115 This includes such operations as manufacturing, retail, and communications. 116 As a result of the State
Street decision, the number of data processing and computer related patents issued increased by 45% in the 1998 fiscal year ending September, 30.17 The number of patents issued in 1999 was

112. State Street, 149 F3d. at 1374-1375.
113. See id. at 1371.
114. See James Pooley & Colleen Pouliot, Defensive Strategies in Software Patent
Litigation,17 No. 1 ACCA Docket 34 (1999).
115. See After State Street Bank - Banks Should 'Patent Early, Patent Often', Vol. 16,
No. 5, Rep. 6 ANDREwS CoMPuTER & ONLINE INDUSTRY LMG. REP. (1998).
116. See id.
117. See Aquino, supranote 99.
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expected to increase even more dramatically. 118 Because of this
mad rush to the Patent and Trademark Office, it is even more
important for companies to file for patents quickly." 9 This is not
only a defense from other companies infringing on company secrets, but also a barrier to other businesses that wish to enter the
industry. 120 The act of filing will help companies maintain and
improve the position they have in the industry.' 21 Once the patent has been granted, money can be earned by licensing the technology to those who wish to use it.
Many businesses have relied on trade secret protection for
business methods. 22 Like patents, trade secret protection can be
used to protect business methods and inventions. However,
trade secrets do not offer as much protection as patents. 23 Some
of the advantages that patents have over trade secrets are that a
patent gives its owner a twenty-year monopoly over the inven-

118. See Pooley &Pouliot supra, note 114.
119. However, this also means that competitors can read and study the patent
so as to apply it as soon as 20 years have passed.
120. See Carey R. Ramos & David S. Berlin, Three Ways to Protect Computer Software, 1 COMPUTER LAw. 16, 21 (1999). "Some companies can exercise power just
through the number of patents they possess - using them as bargaining chips in
cross-licensing, strategic alliances, and other business negotiations." Id.
121. Still, there are many others that feel that the State Street case will have little
effect on intellectual property law. These professionals point out that the PTO has
been issuing patents of this type for over ten years. In fact, the PTO estimates that
there was an excess of 15,000 patent applications for software programs already on
file at the time State Street was decided. See Carey R. Ramos and David S. Berlin,
Three Ways to Protect Computer Software, 1 COMvUTER LAW. 16,21 (1999). It has been
pointed out that companies that have not already been patenting these inventions
are decidedly behind in the game.
122. "At Vanguard Group, quantitative investment methods are used to ensure
that the company's index funds run smoothly. Gus Sauter, head of Vanguard's index- fund operations, says that 'everyone understands the importance of secrecy.
We don't divulge our investment processes to anyone outside the index group.! "
Pui-Wing Tam, Mat's Next? Getting Patents For Cold Calls?, WALL ST. J., Nov. 2,
1998 at Cl..
123. See id.
For years, mutual-fund firms have jealously guarded their investment methods. In order to protect products, fund companies
started taking out trademarks. Other firms began relying on laws
protecting trade secrets. But patents, which prevent people from
copying a process without authorization, are regarded as the
mechanism that offers the most protection.
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tion1 24 protects against reverse engineering; and protects from
subsequent independent creation. Therefore, the "innocent, unknowing independent developers can[not] 'make, use, or self the
patented invention for the statutory period."125 On the other
hand, trade secret protection is much easier to obtain than patent
protection. Indeed, a company can obtain trade secret protection
for almost any information that is kept secret and provides a
business advantage. 26 Also, trade secret protection may be of
unlimited duration so long as the information is kept secret and
confers a business advantage. 27 Unlike patents, however, trade
secrets are subject to reverse engineering 2 8 and subsequent independent creation. Thus, once a company releases its software
program online or markets the program to other businesses, it
becomes susceptible to reverse engineering.
Many companies hire consultants to install and maintain
systems to enhance their businesses in such areas as Internet
commerce and information technology. These companies expose
themselves to a great degree of risk and need to take steps to protect themselves from such consultants.129 Many of the contracts
entered into do not address the issue of intellectual property or
assign the intellectual property rights to the consultant. 30 The
consequences for such a contract can be disastrous. If the consultant owns the property rights for the system it is designing, it

124. Often, the advantages of patent protection become obsolete when the
claimed invention is frequently changing.
What's more, some quantitative fund managers say there is little point in patenting quantitative investment methods because the methods are always in flux.
Bill Umphrey, chairman of Quantitative Group of Funds, notes that a quantitative
model that is four or five years old is usually obsolete and will need to be updated.
See id. "Quantitative methods are an active process that are constantly evolving
anyway," says Mr. Umphrey. Id.
125. See Ramos & Berlin, supranote, 120 at 21.
126. See id. at 17.
127. See id.
128. Reverse engineering involves taking a competitor's final, unpatented
product and taking it apart so that one can obtain the knowledge necessary to make
the product itself.
129. See James D. Troxell, Patent Ruling Can Put Trade Secrets Up For Grabs,
CRARN'S CLEVELAND Bus., April 5,1999, at 26, availablein 1999 WL 7956239.
130. See "Some companies even desire turning over such rights to the consultant so that the software maintenance burden is shifted to the outsider." Id.
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will be the patent holder, not the business purchasing the system.13 ' As a result, only the consultant would be able to make
improvements or reproduce the process.132 The consultant
would even have the ability to sell the process to its client's competitors. 133 A business owner cannot allow someone else to be
the owner of his or her business processes. To protect against
such harm, companies should read the contract carefully, obtain
a non-disclosure agreement, and seek the aid of an intellectual
property attorney.134
Companies need to take several steps to give them the
best possible chance to obtain a patent. The first step is to create
a patent committee, 135 to aid a company in forming a patent portfolio. 36 The portfolio may be used not only to maintain information about a company's own patentable material, but also about
the patents of other businesses. 37 Information that must be in
the portfolio includes when the steps of the patent creation process have been accomplished. 138 This information will be important if a dispute arises as to who first created the invention. 139 In
order to learn of the patents of others, companies will have to
perform patent and right-to-use searches. 140 Where possible, a
library of information should be kept. The library should contain
"relevant technical information, including working programs,
documentation of those programs, technical papers, and conference proceedings."' 41
If the non-patent holder finds a possibility of infringement, the company should inquire about the prospect of licensing from the inventor. Perhaps a better alternative to a license

131. See id.
132. See id.
133. See id.
134. See id.
135. See Barry D. Rein, A New World for Money Managers; Circuit Upholds Financial Patent,N.Y.L.J. Sept. 12,1998, at S1.
136. See id.
137. See id.
138. See id.
139. See id.
140. See id.
141. See Pooley & Puliot supra, note 114 at 38.
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would be to design around the existing patent, if possible. Staying informed of other business' patents will protect the company
from accidentally infringing upon those patents and will save
much time and money in possible litigation. When contracting
for the use of software, companies "should make sure those contracts contain provisions to shield them or indemnify them
should they be accused of infringement." 142
Finally, there is the prospect that a company could face
an infringement suit. If this should occur, the defending company needs to make an exhaustive search for prior art.143 "Thoroughly searching the prior art is probably the single most
important task for a defendant in a software patent infringement
case." 144 As stated earlier, prior art may invalidate a patent under section 103. Prior art relating to the invention for which the
patent is sought may invalidate the patent because the invention
might have been obvious to a "person having ordinary skill in
the art to which [the] subject matter pertains." 145 Frequently, in
an effort to achieve the greatest degree of protection, a patent
holder will stretch the coverage of the claim.146 In many cases
this strategy will backfire.147 The broader a patent's claims, the
more prior art the claims will encompass. 4 Therefore, the more
prior art encompassed in the claims, the greater the chance that
the patent will fail under section 103.149 When prior art is considered, many patent claims are much more limited than they seem
on their face.
The place to find prior art is "not in old patents but in private collections of industry memorabilia." 150 Therefore, the job

142. Id.

143. See Ramos & Berlin supra, note 120 at 17.
144. Id.
145. 35 U.S.C. § 103 (1994).

146. See Pooley & Puliot supra, note 114 at 36.
147. See id.
148. See id.
149. See id.
150. Industry memorabilia should be searched instead of prior patent applications, because the obviousness of a patent claim does not depend on prior claims
but rather on the knowledge of those having ordinary skill within the industry.
The latter may be completely independent of the former. See id.
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begins with identifying the experts in the field and locating those
experts.' 5 ' Sometimes the prior art present in the patent claim is
many years old. This further complicates the task of locating the
needed experts. Good places to begin looking include former
employees of the company holding the patent, employees of
other businesses in the industry, and of course the defendant
company's own employees15 2 A search for these people should
enable the defendant company to identify the "true pioneers in
the industry." 1 3 Once the true pioneers have been found, they
can testify as to whether the patent would have been obvious to a
person having ordinary skill in the art to which the patent per4
tains. 5
The next task in attacking the validity of the patent is to
narrow the scope of the claims before trial commences. 55 Software patent litigation is an extremely complex issue. The
broader the patent, the more expertise the defendant must have
156
of the plaintiff's patent, if there is to be a successful defense.
The defendant does not have to be an expert concerning as many
7
issues if the plaintiff's patent claims have been narrowed.'5
Also, a combination of vague claim language and obscure
subject matter may lead a jury to find infringement.'5 8 The Supreme Court has recently stated that establishing the meaning of
patents is a job for the judge, not the jury. 59 Therefore, the scope
of the patent can be narrowed in a pretrial hearing. These pretrial hearings are usually of benefit to the defense, "either by
eliminating some grounds for infringement, or at least making
the case more predictable by constraining the plaintiff in the ar-

151. See id.
152. See id.
153. See id.
154. See id.
155. See id.
156. See id.
157. See id.
158. See id.
159. See id. (citing Markman v. Westview Instruments, Inc., 116 S.Ct. 1384
(1996)).
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guments it may make at trial. " 1 60 When the pretrial hearing is
used, the patent holder loses much of its complexity advantage 161
because it is the experienced judge, and not the jury, who determines the scope and meaning of the patent.
VIII. CONCLUSION

The State Street decision correctly adjusts patent laws so
that they correlate with the current state of technology. The only
flaw in the case is the unanswered question of whether a patent
claiming a mathematical algorithm has to be tied to a machine in
order to qualify as patentable subject matter. Although not directly addressed, there is ample support within the decision to
find that such a patent claim does not have to be tied to a machine so long as the claim is not for the algorithm itself and application of the algorithm produces a useful result. Companies
that have waited until this decision to file patent applications for
their business methods and software applications may find
themselves behind in the game. However, strategies that such
companies can utilize to protect themselves from patent infringement include forming a patent committee and building a
patent portfolio. If a company has been accused of infringing
upon another's patent, then that company should perform a
thorough search of prior art or inquire about licensing that person's patent. Those in the financial industry must prepare themselves for issues rarely seen before. State Street has introduced a
new element into banking - intellectual property.
JACOB RAZEM

160. Id.
161. "The density of the subject matter may combine with vague claim language to invite a jury to find infringement." Id.
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